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ABSTRACT 
With the growing trends of foreign involvement, more and more top banks are 
planning for global diversification. Although relevant theories support diversification 
benefits, the reality may not be the situation as suggested. Thus, there is a need for a 
bank to evaluate the costs and benefits from participating in foreign business. In this 
study, we would investigate whether geographical diversification can provide a bank an 
opportunity to achieve better returns. We select 25 world top international banks (U.S., 
European, and Japanese banks) as a sample and evaluate their performance over the 
years 1995-97. We use the three "foreign operation" indicators: the number of foreign 
branches, the number of foreign country involved, and the percentage of pre-tax 
income from foreign business. The results show that European banks can benefits from 
foreign operations. 
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During the past 25 years, there has been a rapid expansion of international banking 
activities all over the world. Together with the tend of merger and acquisition in the 
international banking industry, banks with different backgrounds are cooperating for 
synergy effect. And the market expects that large banks would dominate the banking 
industry in the future. Large banks have established branches and representative 
offices all over the world to maintain their global presence as well as competitiveness. 
Most of them believe that establishing more foreign operations would achieve a better 
return, as they already have the product/service knowledge, information know-how and 
banking experience. It seems that any cross-border developments would only require a 
low marginal cost. 
However, there are not many studies particularly evaluate bank benefits from 
geographical diversification. As a result of this neglect, we concern whether 
geographical diversification can gain high returns. 
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In this study, we assess the effect of geographical diversification on international 
bank performance. Hopefully, it would evaluate whether it is worthwhile for banks to 




Def!nitio!1 of Trans~ati2nal Banking 
This study aim at evaluating the performance oftransnational banks ('~NB'). We 
first define ''transnational banks". Although "international banking" is interchanged 
with ''transnational banking", they refer to different banking businesses. The former 
concerns business dealings from a home base with foreign customers or in foreign 
currencies, while the latter concerns physical presence of a bank outside its home 
territory through a branch agency, a wholly owned or a majority owned subsidiary or 
through the development of links with other banks internationally (Yannopoulos 1983). 
Transnational banks, are restricted to those deposit-taking institutions operating in 
more than five countries through branches or subsidiaries according to Wellons' (1976) 
definition. 
Establishing branches or subsidiaries in foreign markets is never an easy operation, 
however, a growing trend of transnational banking may indicate that trade-off is worthy. 
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And there are a number of theories explaining the advantages that a bank can have and 
allow it to compete against local or/and other foreign banks. 
Theoretical Considerations 
There are many different theories explaining why a firm would go beyond national 
boundaries to exploit foreign business opportunities. In this study, we simply 
concentrate our attention on Dunning's eclectic theory (Dunning, 1977，1979, 1980)， 
which explains the cross-border diversification from different perspectives. 
This theory stipulates three conditions of foreign direct investments in terms of 
existence of different ownership, location, and internalization advantages. This study 
focuses on the location advantages, in which we interpret as geographical 
diversification. 
Location advantages in the eclectic theory actually is comparable to comparative 
advantages (Lees, 1974; Aliber, 1976). It is argued that "[international] banking will be 
most substantial in those countries which have a comparative advantage in producing 
bank products..." Aliber (1976) persists that the persistence of large differences in 
loan-deposit spreads across countries caused by different comparative advantages in 
producing certain banking products arises from the efficiency ofbanks and the different 
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national regulations on the costs of producing them. Thus, it is believed that a bank 
with comparative advantages in producing certain banking products in foreign markets 
is most likely to serve foreign markets. 
Internalization advantages offers an explanation of why foreign investment may 
be a more effective way of exploiting foreign resources and markets than other modes 
of market entry. This is because location-related advantages of TNBs derive from 
imperfections in international financial markets which create location-related 
advantages for banks to exploit them. According to Dunning (1977,1979,1980), firms 
will replace external markets with internal flows of factor services and goods when the 
cost of doing so is less than the cost of organizing markets; that is, when internal 
transaction costs are less than external transaction costs. 
Rugman (1981) is the first to apply the concept of internalization to explain the 
activities of international banks. In the process of internalization, multinational banks 
can benefit more than domestic banks since internalization benefits in international 
financial markets are greater than those in domestic financial markets because of the 
greater imperfections in international markets. Thus, multinational banks can enjoy 
benefits from the additional advantage of international diversification. 
Rugman's realization of the process of internalization as one of the essential 
characteristics of multinational banks seems to be a valuable contribution toward 
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explaining the phenomenon of TNBs. This explains why a bank takes the form of a 
branch or subsidiary to service foreign markets rather than undertaking international 
intermediation through correspondent connections. A TNB decides to exploit its 
ownership advantages within its own hierarchy instead of contracting them in a regular 
market which, with its various imperfections, cannot price them adequately. 
Gray and Gray (1981) also attempt to apply Dunning's paradigm theory of 
international production to multinational commercial banking. They note various 
imperfections in factor and product markets of multinational banking and location-
related motivations of a TNB. Yannopoulos (1983) refines this approach further and 
explores the advantages essential for multinational banking. 
Actually, the eclectic theory explains why foreign rather than domestic production 
is advantageous, what advantages a bank enjoys that enabling it to compete against 
local banks, and why it chooses to exploit these advantages itself rather than selling 
them to local banks. 
However, there are huge costs involved when a bank develops in overseas business. 
Most ofthem are related to certain legal restrictions in foreign counties, which make it 
more expensive and difficult for banks to expand overseas businesses. The restrictions 
include political, economic and socio-cultural behavior. 
Due to the different business environments, when a bank plan to expand its 
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business overseas, barriers would usually come in many different ways. Belows are 
some examples. 
Political barriers: As the legal system and restrictions varies across countries, 
when a bank establish business in a new country, it takes time to get itself familiar with 
the new legal system. The situation is even more complication in banking industry, as 
many developing countries would consider this industry as a sensitive one and laying 
down extra restrictions for foreign investors. 
Economic barriers: Although banks are making use of the different economic 
situations found in countries to facilitate its own investment, everything might not 
come in as easy as perceived. The limit and control of capital flow and remittance 
might inflate the operating cost or hamper the profits seriously. 
Socio-cultural barriers: Building up a global bank is not only matters of money 
and time. Sometimes, learning and adaptation to the local culture are critical keys to 
explore the new markets. Certain nations have its own unique culture in doing business, 
such as, the guanxi in China. Therefore, penetrating into a country is not merely a 
financial investment. ‘ 
Akhough foreign business opportunities may gain good returns, these barriers can 
never be ignored. Sometimes, the extra costs that a bank has to bear for overcoming 
such barriers might even outweigh the benefits gained. Thus, it has been controversial 
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on whether TNBs can overcome barriers and realize gains from expanding their foreign 
business to overseas while facing so many constraints. The following are some prior 
studies on assessing transnational banks' performance. 
Previous Researches on Transnational Banks 
There are several researches done on the bank's performance in the past. A study 
by Zaman and Bramhandkar (1993) attempted to assess relative efficiency of 
multinational banks from Japan, the United Kingdom, and the United States by 
analyzing financial ratios of selected banks from the list of the largest banking 
institutions in the world, for the period between 1982 and 1991. 
The results are that the U.S. banks seemed have take higher risks, and produced 
higher returns than both Japanese and European banks. And Japanese banks have 
enjoyed more stable and better returns than the U.K. banks. However, the picture has 
changed since the end of 1991 when Japan entered into an economic recession. In the 
end, the sheer size of the U.S. domestic market may bode well for the top U.S. banks 
because competition there is likely to be less severe than in international markets. 
As a matter of fact, by reviewing the average and standard deviation of the 
financial ratios, the study did not shed much light on the underlying causes of the 
Page 9 
variability in banks' performance. Since the banks of a country perform similarly, it is 
reasonable to argue that domestic economic conditions as well as legal and regulatory 
controls have significant influence on bank performance. The picture of multinational 
banking is changing rapidly. Once the regulatory picture stabilizes giving all banks of 
the countries under study similar access to each other's markets, the comparative 
performance of these banks will mainly be determined by their domestic economic 
factors. And this analysis does not provide a definitive conclusion as to the superiority 
of either the U.S., the Japanese, or the U.K. banks. Their economic performance 
changed with the passage of time. 
Before 1997，interstate banking opportunities were limited in United States. 
Although many banks have noticed the geographic diversification opportunities, the 
branching restrictions have prevented banks from undergoing a further expansion. As a 
result, bank failures were concentrated in just a handful of states in 1980s. Later on, the 
legal barrier to interstate branching was removed beginning June 1,1997. And Neely 
and Wheelock (1997)'s research is to test whether banks can benefit from the relaxation 
of this restriction, which in turns measures the effect of geographical diversification. 
They perform a test of the effect of state-level economic activity on commercial 
bank earnings and estimate a pooled time-series, cross-sectional model of state-level 
ROA and ROE from year 1984-1995. The regression results clearly indicate that 
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state-specific factors, apart from state economic performance, account for a portion of 
the variation in state ROA in any given year. 
They believe that greater geographic diversification world make it easier for banks 
to diversify their loan portfolios and deposit bases, thus offsetting the losses incurred in 
one region with profits from another, and it would, presumably, make the industry less 
vulnerable to localized economy distress. 
Even though this research is done on an intranational level, the indifference 
political and economic situation in the states stimulates an international platform. 
Insights on the effect of geographical diversification are gained. However, the research 
only includes analysis of the pre-interstate branching enactment period. It would be 
more convincing ifbanks' performance before and after ofgeographical diversification 
can be compared. 
Rugman (1979) studied the rate of return and stability of earnings for 
multinational banks and sees whether the principles of international diversification 
apply to the banking sector in reducing risk. 22 U.S. banks and five Canadian banks 
were selected as samples. The rates of return and concentration ratios were used as a 
mean to assess the profitability and stability of earnings during the period 1962-1976. 
As a result, it is discovered that the Canadian banks had eliminated systematic or 
residual risk of operating in the Canadian market and had used multinational activities 
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to Stabilize their intertemporal stream of earnings. The U.S. banks also exhibited less 
risk than that of U.S. manufacturing industry, which proved multinational banks have 
stable profits. 
The research assumed that the earnings stability is due to the multinational nature 
of large bank operations, but the stability may be explained by other factors. Fieleke 
(1977)，for example, suggests that the greater earnings stability of U.S. banks may be 
due to the diversified investments in financial securities, real estate, consumer loans, 





Objective of the Study 
So far, theoretical arguments suggest that by geographical diversification, 
transnational banks would be able to capture business opportunities and diversify the 
risk exposure thus, contributing to an improved performance. However, very few 
empirical studies in this area have been conducted. This raises a question of whether 
the above arguments can be valid in reality. Therefore, the objective of this study is 
fourfold: 
• Whether a geographically diversified banking business can contribute to 
performance improvement; 
• In what directions could diversification provide benefits, in scale or scope? 
• How are these two directions related to the overall performance of transnational 
banks? 
• Are all the banks enjoying the same degree of benefits from going transnational? 
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Methodology 
In this research, a sample is restricted to large international banks. To serve this 
purpose, we select a sample from the 'Top 1000 World Banks" from July 1998's issue 
of The Banker. The selection and ranking are based on the definition of Tier One 
capital as defined by Basle's Banks for International Settlements (BIS). Thus, the 
commercial banks on the list are the top 1000 in the world. 
For the purpose of contrasting the validity of the proposed assumptions, three 
subsets of banks are formed. The criterion for the categorization is the bank's country 
of origin. Regarding today's tri-polar international financial development, the three 
subsets formed are: U.S., European, and Japanese banks. 
Originally, 30 banks for each subset, or 90 banks in total, is the target for this 
sample size. Due to information availability, however, totally 25 banks are selected 
from the top 90. The available 25 banks come with a distribution of six European banks, 
ten Japanese banks and nine U.S. banks (The list of banks selected is attached in 
Appendix I). Besides, the time span for this study is three-year period (1995-1997). A 
longer time span would be helpful to mitigate the effects of various leads and lags, and 
to average the effects of swings in the economy. 
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In order to verify the queries posed for this study, we would conduct two different 
tests. The first test is a comparison of performance ofbanks among three subsets. And 
pair-wise comparison is employed for an empirical evaluation. The second test uses a 
regression analysis to assess whether there is effect of foreign operations on a bank's 
performance. Meanwhile, the correlation test is conducted in two dimensions; that is, 
both the scale and scope of diversification. 
Performance Comparison 
The performance comparison is conducted on the basis of a bank's retum on assets 
(ROA). ROA measures the overall efficiency of a bank in managing assets and 
generating profits, thus, being regarded as an assessment of a bank's performance. 
The ROA of these 25 banks over the three-year time period is collected from 
Bankers Almanac. The mean and standard deviation of each subset for each year are 
calculated. The mean of three-year ROA represents a bank's performance and the 
standard deviation represent the perceiving risk. Three different pairs ofbanks are used 
for a pair-wise comparison. They are (1) U.S. banks vs. European banks, (2) U.S. 
banks vs. Japanese Banks, and (3) European banks vs. Japanese banks. 
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Regression Analysis 
The time-series cross-sectional regression analysis is employed to identify factor(s) 
which contribute(s) significantly to the performance of the bank. The variables 
include: 
Dependent Variables: 
• ROA (Y,) 
Again, the mean of this ratio is included to assess a bank's overall performance. 
Independent Variables: 
• The percentage of pre-tax income generated from overseas (X!) 
• The number of branches in foreign countries (X2) 
• The number of foreign countries that the bank 0perates(X3) 
In assigning these three variables, we intend to test whether the scale or scope of 
overseas business contribute to a bank's performance. 
Scale ofBusiness 
The scale ofbusiness operation here refers a bank's degree of foreign involvement; 
that is, the percentage of pre-tax income generated from overseas and the number of 
branches in foreign countries. The pre-tax income breakdown is obtained from 
Hoovers，handbook and Primark Extel database. Foreign branches include foreign 
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subsidiaries and representative offices. The data are obtained from Bankers Almanac. 
Scope ofBusiness 
The scope refers to the extent of geographic area that a bank's overseas business 
has spread. The larger the number of foreign countries involved, the wider the bank's 
scope of diversification. Again, this sources drives from Bankers Almanac. 
Regression Model 
Where Y (ROA) is the dependent variable 
Xj are the explanatory variables, i =l,2,...,k 
/5 0 is a true intercept 
/3 j is a true slope, i=l,2,... .,k 
k is the number of explanatory variables 
e is the random error 
The linear model would be: | ¥ = / 9�+ ^51乂1+^52乂2 + )^ 3乂3 + + 6 
Hypothesis: 
H„: All three ySjCqualO. 
Ha: At least one ^ ； is not equal to 0. 
t 
Alternatively, 
Ho： The ROA is not related to the percentage of pre-tax profit generated from 
overseas, the number of foreign branches, and the number of foreign 
Page 17 
countries involved. 
Ha: The ROA is related at least to one of the following: percentage of pre-tax 
profit generated from overseas, the number of foreign branches, and the 
number of foreign countries involved. 
Number of observations: 3 (1995-1997) 
Four individual regression analyses are carried out. They cover four separate 





We assess the return performance for the three bank categories. The means and 
standard deviations are computed for individual bank group for the period 1995-97. 
The results are shown as follows: 
TABLE 1 
AVERAGED ROAS FOR THE THREE BANK GROUPS (1995-97) 
Year American Banks “Eu ropean Banks ~~Japanese Banks 
M e a n ~ SD Mean SD Mean SD 
1995 ~ ~ O Y ^ 0.0060 0.76% 0.0046 ""0.06%^ — 0.00"0l 
1996 0.90% 0.0032 0.73% 0.0053 -0.80% 0.0073 
1997 0.80% 0.0043 0.71% 0.0056 0.09% 0.0003 
0.82% 0.0045 0.73% 0.0049 -0.21% “ 0 . 0 0 5 9 
From the table, it is observed that U.S. banks on average provided higher return 
and lower risk than its counterparts for the period. The European bank performance is 
between the two groups; that is, Japanese banks have the lowest ROA. 
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As indicated in Chapter III，a pair-wise test covering the three-year time period is 
conducted. Summary of the results is tabulated as follows. (Statistical test results are 
shown in Appendix II). 
TABLE 2 
PAIRED SAMPLES TESTS FOR ROAS 
Test# Paired Samples Mean Significance Level 
CO ROAus - ROAe 0.084% 0 ^ 
(¾ ROAus - ROAj 1.031% 0 ^ 
W) ROAe - ROAj 0.947% 0 ^ 
ROAus ： The returns for the U.S. Banks for the period 1995-97 
ROA^ : The returns for the European Banks for the period 1995-97 
ROAj : The returns for the Japanese Banks for the period 1995-97 
Test (1) indicates that the different in the performance between the U.S.banks and 
European banks are not statistically significant. Comparatively there is a sufficient 
difference between U.S. and European bank performance in ROA and Japanese 
counterparts. 
Regression Analysis ‘ 
Using ROAs as dependent variable, we run four regressions with the independent 
variables: the percentage of pre-tax income generated from overseas, the number of 
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foreign branches; the number of foreign country involved. As previously suggested, 
we would like to measure the relationship for each bank group as well as the entire 
sample. The results from regression analyses are attached in Appendix III. And the 
following table gives a summary of the main results. 
TABLE 3 
SUMMARY OF REGRESSION RESULTS 
Test# Bank Group Significance Level Adjusted R Sq. 
4 U.S. Banks o I m 0 0 ^ 
5 European Banks 0.024 0.415 
6 Japanese Banks 0.233 0.063 
7 All 25 samples 0.192 0 ^ 
From the summary table, the significance levels of U.S. and Japanese banks are 
rather low, not high enough to reject the null hypotheses. So, it can be concluded that 
the U.S. and Japanese banks' ROAs do not depend on the percentage of pre-tax profit 
generated from overseas, the number of foreign branches, and the number of foreign 
countries involved. Hence, it delivers the idea that there is no relationship between 
ROA and the independent variables. 
However, the overall European banks' regression model is proved to be significant, 
which resulted an adjusted R. square value of 0.415. The significance level of 0.024 
means that the null hypothesis can be rejected at a significant level of 95%. Thus, it 
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proves a relationship between ROA and the three independent variables. If that is the 
case, we have to further investigate on the significant level of each of the dependent 
variables. 
TABLE 4 
REGRESSION RESULTS ON THE EUROPEAN BANK SUBSET 
Variables B Beta Sig. 
(Constant) 1.196 0.000 _ 
"Branch # 0.004 0.550 0.052 
"5^unt r ies# -0.035 -1.042 0.003 
" 5 W s e a s # 0.011 0.529 0.046 
When looking at each individual independent variable, it is discovered that their 
significance levels are pretty high. The variable on the foreign branch number can be 
rejected at a significance level of 90%, and the remaining two can also be rejected at the 
95% level. 
To avoid the problem of multicollinearity, which would make it difficult to assess 
the separate effect of each explanatory variable on the dependent variable. A stepwise 
regression (Statistical report is attached in Appendix IV) and a partial check are 
conducted. 
In the stepwise regression, the variable "number of branches" is removed. After 
the removal, the regression model with two explanatory variables attains a 0.061 
significance level. Thus, the hypothesis can be rejected at a significance level of 90%, 
which again proves the relationship between ROA and the number of country involved 
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and the percentage of pre-tax income from foreign business. 
T A B L E 5 
STEPWISE REGRESSION RESULTS ON THE EUROPEAN BANK SUBSET 
Variables B Beta Sig. 
一 (Constant) 1.242 0.279 0.001 
— C o u n t r y # -0.022 -0.656 0.020 
— Profit % 0.007 0.330 0.207 
On the other hand, the partial check on correlation also reveals similar results 
(Statistical report is attached in Appendix V). The correlation coefficient for '^he 
number of foreign branches" and "percentage of pre-tax income from foreign business", 
in absolute value, is 0.785. Although it does not exceed the limit 0.8, it is close. 
Therefore, the pair of explanatory variables has a problem of multicollinearity. 
As found in Table 7, even after the "number of foreign branches" is removed, the 
remaining explanatory variable, number of foreign country involved, still enjoy a 0.02 
significance level. Hence, the explanatory variable is statistically significant and 
giving a beta value of ~0.656, which means for every 0.656 country reduced, the ROA 
value would be increased by one percent. 
To sum up, in the regression analysis, only European banks' performance fits into 
the model, which proves that '^he number of foreign country reached" has an inversely 
proportional relationship with ROA. And the remaining subsets as well as the whole 25 




Although only the results from the European bank group are significant, we can 
still draw some insights on performance determinants. 
From a pair-wise analysis, we observed that U.S. and European banks achieve 
higher returns than their Japanese counterpart. 
It is evident that the United States was enjoying a steady economic recovery from 
the period 1995-97. And major European countries were preparing themselves for the 
Euro launch in the year 1999. And a stable economy and business environment would 
certainly strengthen international investors' confidence in the program. However, 
Japan had been caught in the worst economy since World War II. As a result, banks' 
earnings would be greatly hampered, especially accompanied by the increasing bad 
loan. 
After working on performance direct comparison, we conduct a regression 
analysis to identify factor that contributes a better performance ofbanks. Specifically, 
it is to identify whether geographical diversification had made their huge success. 
Disappointedly, none of the three chosen variables can be explanatory ones in the U.S. 
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and Japanese cases. They all proved to be of no relationships with bank's performance 
(in terms of ROA). Alternatively, the results reveal that geographical diversification 
(by means of establishing branches in different countries) might not necessary enhance 
returns for TNBs in certain situations. 
In U.S., the diverse legal restrictions and economy in different states already 
provide good opportunities for local TNBs to diversify their banking business. 
Moreover, having United States being a major force on today's global economy, 
American bankers tends to place their emphases on their home country instead of 
foreign ones. 
In Japan, the traditional culture has made Japanese being a unique nation. The 
self-centered culture and customs make Japanese difficult to penetrate into other 
cultures. However, Japanese are reluctant to change or adapt to other culture's style. 
They like to remain with their original living and working styles. As a result, most 
Japanese bankers like to devolve their effort in serving the local community and have 
little interest of going aboard. 
The above reasons may justify why the selected three variables are not able to 
4 
explain the change in ROA. It is because the two subset bank groups though have 
undergone diversification, prefer maintain a strong base in their home countries. 
Nevertheless, the European banking culture is very different. The well-
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established European banks enjoy investing overseas. They are active in promoting 
overseas business. Thus, from the 'Top 1000 world banks", it is easy to spot a long list 
of banks from Europe. European banks' are well known for its extensive 
diversification. However, it is a little bit surprise to found that '^he number of country 
involved" is inversely proportional to ROA. Such an outcome seems contradicting the 
location advantage theory, which assumes that the more extensive network the bank has 
established, the higher the return would be resulted. 
In fact, the negative coefficient tells us that as European banks lower the number 
of country they had involved, a higher ROA would be resulted. Such a phenomenon 
may be explained by the slowdown of global economy. As the economy of the whole 
world cools down, no matter which country the banks are in, many business entities are 
suffering from thinner margins. Under this situation, wider scopes of diversification 
not necessarily contribute better returns, but incurring heavier cost burdens. 
Moreover, although the more the number of country involved normally implies a 
wide scope of geographical diversification, without the details of the distribution, it 
would be difficult to conclude whether the banks have really undergone balanced 
diversification or not. It is because if the countries that the banks involved were 
concentrated over a regional, for example, Southeast Asia, the effect of diversification 
would definitely be reduced. 
Page 26 
CHAPTER VI 
SUMMARY AND CONCLUSION 
The above analyses suggest that '^he number of country involved" for European 
banks is having an inversely proportional relationship with ROA. Such a phenomenon 
is going into the opposite direction with many multinational diversification theories. 
As scholars expect the company performance would go directly proportional with the 
number of country involved. However, the reasons may imply that the Europeans 
banks are not having a balanced distribution over the world. Thus, losing the effect of 
improving performance. 
For U.S. and Japanese banks, it is discovered that no relationships can be 
established between bank's performance (in terms of ROA) and (1) the percentage of 
pre-tax income generated from overseas business, (2) the number of foreign branches 
established, and (3) the number of foreign country that had business involvement. Thus, 
it is doubtful on whether geographical diversification can bring realized profits for 
TNBs. The results seem to contradict Dunning's argument on location advantages. 
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However, we have to bear in mind that certain barriers exist for banks that going across 
the national boundaries for investment. Therefore, expanding foreign business might 
not be profitable all the time. 
The easiest barriers to identify are protectionism, such as blanket prohibition on 
the entry of foreign banks into a country. In developing countries, there is the fear that 
the foreign banking sector would become dominant and overpower the local banking 
system. Sometimes, there are extra demands on the foreign bank's resources which 
would add up to the operation cost of the TNBs. Other examples of the uneven impact 
of uniform national regulations include restrictions on the employment of non-national, 
blocks on the transfer of data between countries and controls on international capital 
movements. All of these regulations tend naturally impinge more heavily on foreign 
banks than on domestic ones. 
Besides, in the study, bank's performance is interpreted as ROA. Although this 
financial ratio is always employed to evaluate a company's performance, it might not 
fully reveal the facts. ROA is calculated from the net earnings. Therefore, it covers 
only the financial returns but fail to measure the intangible returns, which might include 
global recognized brand name, or the customers or business that the bank had retained 
under diversification. 
In addition, due to limited resources and datum availability, this study is only able 
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to take the "hardware" foreign investment into account, such as the number of foreign 
branches and the number of foreign countries involved. Actually, some "software" 
involvement would be a more direct and representative way to assess the scale of 
geographical diversification. We need to assess, for example, the foreign lending as of 
the total lending, and the foreign deposit as of the total deposit. Nevertheless, such 
information is not easy to obtain as banks seldom disclose their business in details in 
their annual reports, especially when such disclosure is not a legal requirement. 
In view of the above limitations, we can conclude that foreign operations exert 
minimal influences on earnings of U.S. and Japanese banks for the period analyzed. 
Thus, the outcome does not have any contradictions with Dunning's theory. 
Besides the above possible improvements, we need to add more external factors or 
variables for further analysis. In this study, only internal factors are selected for 
explaining a bank's performance. However, some external factors may also play 
important roles in affecting the outcomes (for example, the host-country economy). 
The Japanese bank economic downturn serves a good example. 
Furthermore, due to the datum availability, this study can only include 25 samples 
with a three-year time frame for analyses. If possible, we should use a larger sample 
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